787796.)

COUNTY OF YORK, PENNSYLVANIA

ORDINANCE NO. 2010-06

OF THE COUNTY OF YORK, PENNSYLVANIA
APPROVING AMENDMENTS TO EXISTING QUALIFIED
INTEREST RATE MANAGEMENT AGREEMENTS OF THE
COUNTY; APPROVING AND RATIFYING A RELATED
INTEREST RATE  MANAGEMENT PLAN; AND
AUTHORIZING OFFICERS OF THIS COUNTY TO SIGN
DOCUMENTS AND TAKE RELATED ACTIONS.

WHEREAS, the County of York (the “County”) is a political subdivision of the
Commonwealth of Pennsylvania (the “Commonwealth”), is governed by its Board of County
Commissioners (the “Board”) and is a “local govermment unit” as defined in the Local
Government Unit Debt Act, 53 Pa.C.S, Chs. 80-82 (the “Debt Act™), of the Commonwealth; and

WHEREAS, on April 21, 2010, the County enacted Ordinance No. 2010-01 (the
“2010 Debt Ordinance™) which authorized and secured the issuance of $80,840,000 maximum
aggregate principal amount General Obligation Notes, Series of 2010 (the “2010 Notes™), and
$76,090,000 maximum aggregate principal amount General Obligation Bonds, Series of 2013
(the “2013 Bonds”), for refunding projects described in the 2010 Debt Ordinance; and

WHEREAS, the Department of Community and Economic Development (the
“Department”) of the Commonwealth approved the proceedings of the County related to such
general obligation indebtedness, which approval of the Department was evidenced by Certificate

of Approval No. GON-13096, dated May 18, 2010; and



WHEREAS, on June 1, 2010, the County issued the 2010 Notes under the terms of
the 2010 Debt Ordin@nce and a Bond Agreement, dated June 1, 2010 (the “2010 Bond
Agreement”), between the County and PNC Bank, National Association (the “Paying Agent”),
having an office in Piftsburgh, Pennsylvania, as paying agent for the 2010 Notes and the 2013
Bonds; and

WHEREAS, concurrently with issuing the 2010 Notes (and incurring the debt
represented by the 2013 Bonds), the County transferred three Qualified Interest Rate Management
Agreements (the “QIRMAs”), as defined in the Debt Act, from the General Obligation Bonds,
Series A, B and C of 2008 that were refunded by the 2010 Notes, and assigned such QIRMAs to
corresponding net principal due annually on the 2010 Notes and the 2013 Bonds; and

WHEREAS, the counterparty on the QIRMAs is the Royal Bank of Canada
(“RBC”), and the County is required to pay RBC a different fixed interest rate on each QIRMA and
RBC is currently required to pay the County a variable rate on each QIRMA equal to 100% of the
SIFMA index, on outstanding notional amounts that do not to exceed the outstanding principal
amounts of the corresponding 2010 Notes and the 2013 Bonds (collectively, the “Obligations”); and

WHEREAS, the County has determined to amend all three QUIRMAs by
substituting a formula based on a LIBOR (taxable) index in lieu of the SIFMA (tax-exempt) index
(the “LIBOR Amendments”); and

WHEREAS, the Board of the County desires to approve an amended Interest Rate

Management Plan (“IRMP”), prepared by Investment Management Advisory Group, Inc. (the



“IFA”), serving as the independent financial advisor contemplated by the Debt Act, similar in form
to those previously approved by the County, but now including information and schedules
reflecting the LIBOR Amendments; and

WHEREAS, as required by the Debt Act, the maximum net payments by fiscal
year for periodic scheduled payments by the County, not including any termination payments, on
the QIRMAs shall not exceed those based on the fixed interest rates payable by the County as
specified in each of the QIRMAs, plus interest at the Maximum Rate(s), as defined herein, on the
related Obligations; and

WHEREAS, the Board desires to take and to authorize and approve such further
acts, including the execution and delivery of such agreements, certificates and documents, as may
be necessary or desirable in connection with the LIBOR Amendments.

NOW, THEREFORE, BE IT RESOLVED, by the Board of the County, as
follows:

SECTION 1. The Board hereby adopts and affirms the IRMP, including the
related schedules, attached hereto as Exhibit A, The Board also ratifies all previous IRMPs
prepared for the County that refer to the QIRMAs. The IFA is retained as the independent financial
advisor pursuant to the Debt Act, and Rhoads & Sinon LLP is retained as bond counsel, in
connection with the LIBOR Amendments.

SECTION 2. The Board hereby ratifies and approves each QIRMA, to update

and reflect the LIBOR Amendments, substantially as set forth in new ISDA Confirmations,



amending the County’s variable rate payment obligations, substantially in the forms attached hereto
as Exhibit B. The President or Vice President of the Board is authorized to execute the final
Confirmations and all other documents required to implement the LIBOR Amendments, as and
when recommended‘by the IFA. As required by the Debt Act, RBC remains in one of the three
highest rating categories of a nationally recognized credit rating agency.
The Board hereby finds and declares the following:
(1)  the notiona] amounts of the QIRMAs (which term
hereafter shall be deemed to include the LIBOR Amendments) at al]
times shall not exceed the then outstanding principal amounts of the
related Obligations issued or incurred;
(2)  the term of each QIRMA does exceed the latest
maturity date of the applicable Obligations;
(3) each QIRMA contains a provision requiring the
termination thereof if its “Related Bonds™ are no longer outstanding;
4) the fixed annual interest rate which shall be required
to be paid by this County under each QIRMA, per annum, is
specified therein;
(5)  the maximum net payments by fiscal year due and
payable by the County shall not exceed: (i) for periodic scheduled

payments, not including any termination payments, due under each



QIRMA, the fixed interest rate set forth therein, and (ii) the
Maximum Rate specified herein due on the respective Obligations;

(6)  the source of payment of the County’s obligations
with respect to each QIRMA shall be its taxes and other general
revenues;

N each QIRMA contains provisions addressing the
actions to be taken if the credit rating of RBC changes; and

® the periodic scheduled payments due under each
QIRMA and payments due in respect of principal of and interest on
the Obligations shall be senior in right and priority of payment to any
termination payments due under a QIRMA, -
SECTION 3. The County hereby covenants and ratifies the following:

(a) To include the periodic scheduled amounts payable
under each QIRMA for each fiscal year of the County in the budget
of the County for that fiscal year; and

(b) To appropriate those amounts from the general
revenues of the County for the payment of amounts due under each
QIRMA,
The County does hereby pledge its full faith, credit and taxing power for the

budgeting, appropriation and payment of periodic scheduled payments due under the QIRMAs.



The County does hereby covenant: (i) that the periodic scheduled payments due
under each QIRMA, and the payments in respect of principal of and interest on the Obligations
shall be equally and ratably payable and secured, (ii) to include any termination payment or similar
payment required under each QIRMA, which may become due and payable by the County under the
terms of each QIRMA, in the County’s then current budget at any time during a fiscal year or in a
budget adopted in a future fiscal year, and (iii) to include in its annual financial statements
information with respect to each QIRMA, including any information required pursuant to any
Statement issued by the Governmental Accounting Standards Board. The County shall continue to
perform ongoing monitoring of the financial consequences of each QIRMA, as well as other
outstanding qualified interest rate management agreements payable by the County, subject to the
terms of appropriate written agreements.

SECTION 4. Officers and agents -of the County shall file appropriate
proceedings with the Depan.mex;t regarding the LIBOR Amendments, as may be required by the
Debt Act.

SECTION 5. Any reference in this Ordinance to an officer or member of the
Board or employee of the County shall be deemed to refer to his or her duly qualified successor
or assistant in office, if applicable.

SECTION 6. This Ordinance shall be effective in accordance with the Debt

Act,



SECTION 7. In the event any provision, section, sentence, clause or part of
this Ordinance shall be held to be invalid, such invalidity shall not affect or impair any remaining
provision, section, sentence, clause or part of this Ordinance, it being the intent of the County that
such remainder shall be and shall remain in full force and effect.

SECTION 8. All Ordinances or parts of Ordinances, insofar as the same shall

be inconsistent herewith, shall be and the same expressly are repealed.



DULY ENACTED, by the Board of County Commissioners of the County, in

lawful session duly assembled. this 18" day of August, 2010.

COUNTY OF YORK, PENNSYLVANIA

County £omnpissigner

Chief Clerk

(SEAL)



EXHIBIT A

INTEREST RATE MANAGEMENT PLAN WITH SCHEDULES

EXHIBIT A
Page 1 of 66




FINAL DRAFT
August 18, 2010

County of York, Pennsylvania

Interest Rate Management Plan

OVERVIEW

In accordance with the requirements of Act 23 of 2003, amending the Pennsylvania Local
Government Unit Debt Act (“LGUDA?” or the “Debt Act”), this report shall presently serve as
the “Interest Rate Management Plan,” as that phrase is defined in the Debt Act (the “Plan” or
“IRMP”), of the County of York, Pennsylvania (the “County”). This Plan, amending and
substituting for earlier IRMPs of or pertaining to the County, has been prepared by Investment
Management Advisory Group, Inc. (“IMAGE”), which constitutes an “Independent Financial
Advisor”, as that phrase is defined in the Debt Act. This Plan shall cover all Qualified Interest
Rate Management Agreements (“QIRMAs”), as that phrase is defined in the Debt Act, including
but not limited to the 2010 LIBOR Conversion (hereinafter defined), and all other interest rate
swaps, caps, floors, swaptions and similar derivative instruments, and amendments and transfers
thereof, currently payable or guaranteed by the County (including such agreements entered into
by YCIDA, hereinafter defined, with respect to bonds or other obligations which are payable by
or guaranteed by the County). :

This analysis has been performed specifically with regard to the 2010 LIBOR Conversion
which may be entered into by the County in the near future amending the Fixed Pay Swaps
(hereinafter defined) of the County. The County has also guaranteed certain sums payable under
a Guaranty Agreement with the York County Industrial Development Authority (“YCIDA™),
under other QIRM As which will be further described below.

Proposed 2010 LIBOR Conversion

The County is considering amending three currently outstanding QIRMAs payable by the
County, referred to in previous IRMP’s as the: 2001 GASP Fixed Pay Swap, 2000A GASP
Fixed Pay Swap and 2003 GASP Fixed Pay Swap (together and hereafter referred to as the
“Fixed Pay Swaps™). As a result of the refunding and restructuring of the County’s General
Obligation Bonds Series A, B and C of 2008 (the “2008 Bonds™), on June 1, 2010, the Fixed Pay
Swaps were reassigned to the County’s three refunding General Obligation Notes, Series of 2010
(the “2010 Notes™), numbered 1, 2 and 3, secured by Ordinance No. 2010-01 enacted on April
21, 2010 (the “2010 Notes Ordinance”) and a Bond Agreement, dated June 1, 2010 (the “2010
Bond Agreement” between the County and PNC Bank, National Association (“PNC”) as holder
of the 2010 Notes. The 2010 Notes Ordinance and the 2010 Bond Agreement also secure
General Obligation Bonds, Series of 2013 (the “2013 Bonds”), in original aggregate principal
amount of $80,840,000 to refund the 2010 Notes upon maturity on June 1, 2013 (together, the
“Swapped Obligations™).
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The contemplated amendments to the existing Fixed Pay Swaps consist of converting the
swap floating rate index payable to the County from SIFMA to a percentage of [-Month LIBOR
(referred to hereinafier as the “2010 LIBOR Conversion”). The fixed interest rates payable by
the County on each of the Fixed Pay Swaps will not change.

The Fixed Pay Swaps relate to the Swapped Obligations, which are “multi-modal,”
currently in the “Floating Rate Mode,” as described in the 2010 Bond Agreement between the
County and PNC, acting as paying agent for the Swapped Obligations (the “Paying Agent”),
This Floating Rate Mode currently determines the floating interest rate payable on the 2010
Notes based on a formula equal to a percentage of the 1-Month LIBOR index plus a “spread”
(the current formula is 65% of one-month LIBOR plus 1.0%). The 2013 Bonds, replacing the
2010 Notes, could be issued in a different interest rate mode. The Swapped Obligations bear
interest at a maximum rate of 25% (the “Swapped Obligations Maximum Rate”).

Following the 2010 LIBOR Conversion, the aggregate notional amount of the three Fixed
Pay Swaps $79,965,000 will not exceed the aggregate principal amount ($80,840,000) of the
2010 Notes or the aggregate principal amount of the 2013 Bonds then outstanding. The annual
notional amounts of the Fixed Pay Swaps relate to portions of the annual principal due on the
Swapped Obligations through their final maturities (Sec Appendix A illustrating the schedule of
the annual principal amounts due on the Swapped Obligations). The effective date of the 2010
LIBOR Conversion is assumed for this analysis to be August 18, 2010.

Following the 2010 LIBOR Conversion, the County will continue to pay to the Royal
Bank of Canada (“RBC” or the “Counterparty”), interest on the outstanding notional amounts at
‘a fixed rate, which will be netted against interest receipts from the Counterparty on the same
notional amounts equal to approximately 84% of the USD-LIBOR-BBA index having a one-
month maturity (“1-Month LIBOR or LIBOR™). The final percentage of LIBOR will be
determined at the time the 2010 LIBOR Conversion is entered into. LIBOR is an index that
reflects prevailing taxable bond interest rates. The net interest payments under the 2010 LIBOR
Conversion is calculated and payable semiannually, on June 1 and December 1 of each year
during its term, which correspond to the current interest payment dates on the Swapped
Obligations,

Historical data between 1985 and 2010, inclusive, indicates that the average annual return
for a party paying 100% of SIFMA versus receiving 68.5% of 1-Month LIBOR have been
approximately equivalent. If this relationship between the two indexes continues over the
proposed term of the Fixed Pay Swaps, the County would expect the transaction to yield a net
benefit of approximately 74 basis points ( 74%) based on the receiving approximately 84% of 1-
Month LIBOR for the remaining life of the Fixed Pay Swaps.
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1985 5.30% 8.23% 6.92" 1.62% L) 1,291,504

1986 4.49"% 6.89°% 5.79"% 1.30% $ 1,037,953

1987 4.82% 1.00% 5.88"% L06% $ 850,911

1988 5.45% 7.80% 6.55" 1.10% $ 880,307

1989 6.44"% 9.27%% 7.79% L.35% $ 1,083,526

1990 5.91™ 8.24" 6.92% L01% $ 808,031

1991 4.37% 5.89% 4.95% 0.58% $ 464,606

1992 2.81% 3.75% 3.15% 0.34% $ 272,183

1993 2.37% 3.19% 2.68% 0.31% $ 249,545

1594 2.84% 4.49% 3.77% 0.93% $ 741,137

1995 3.85% 5.96% 5.01% 1.16% $ 929,793

1996 3.43% 5.45% 4.58% L15% $ 916,630

-1 1997 3.66% 5.65% 4.75% L.09% $ 870,020

1998 3.43% 5.56% 4.67% 1.24% $ 993,668

1999 3.29% 5.25% 4.41% L12% $ B95,179

2000 4.12% 6.42% §.39% 1.27% $ 1,015,219

2001 2.61% 3.86% 3.24% 0.63% $ 503,148

2002 1.38% 1. 771% 1.48% 0.U% $ 86,354

2003 1.03% 1.21% 1.02% -0.02% $ {14,555)

2004 1.23% 1.51% 1.27% 0.04% $ 30,125

2005 2.46% 3.40% 2.86% 0.39% $ 313,867

2006 3.45% 5.10% 4.29% 0.84% $ 669,933

. 2007 3.62% 5.25% 4.41% 0.78% 3 627,628

2008 2.21% 2.65% 2.23% 0.01% $ 11,146

Nt 2009 0.40% 0.33% 0.28% -0.12% $ (97,368)

, « 2010 0.25% 0.28% 0.24% 001% . |$ 10,791
Average of SIFMA/LIBOR: 68.50%

Assumptions:

-1) County executes a $79.965 million (non amortizing) Swap conversion, agreeing to conveit the short-term index on
Swaps-from SITMA to 84% of 1M LIBOR,
2) Average SIPMA and LIBOR rates based upon calendar year for each pesiod derailed. .
3) Annual benefit/ (loss) based upon hoving the full swap outstanding during the annual penod.
4) Pricing subject to chauge with mackel conditions.

The associated 2010 Notes currently bear interest based on 65% of 1-Month LIBOR plus
100 basis points (1.00%). The current financing structure includes Fixed Pay Swaps hedging the
2010 Notes based on an underlying taxable index of 1-Month LIBOR, Since the County is
effectively paying a percentage of LIBOR plus a spread on the 2010 Notes and receiving SIFMA
on the floating leg of the Fixed Pay Swaps, the current structure could be considered a “reverse
basis swap”. If this structure were to remain outstanding and the relationship between SIFMA
and 1-Month LIBOR revert back to their historical averages, this would negatively impact
County by increasing the County’s overall cost of borrowing. The proposed 2010 LIBOR
Conversion would eliminate basis risk and tax risk (described further herein under Section V.
Risk Analysis) at least for the next 3 years while the 2010 Notes arc outstanding. The
conversion could provide the County with a better correlated structure based on the same
underlying taxable index of 1-Month LIBOR. Historical analysis and other supporting
information provided by IMAGE and RBC are included in Appendix B.

Under the proposed 2010 LIBOR Conversion, the County would amend and update the
existing Fixed Pay Swaps confirmations with RBC to reflect the 2010 LIBOR Conversion. RBC
3
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qualifies to serve as a party to a QIRMP under criteria established in the Debt Act (see
discussion of Counterparty Risk, below). The County has entered into engagement agreements
with IMAGE to serve as independent financial advisor, and Rhoads & Sinon LLP to serve as
special counsel, in connection with the 2010 LIBOR Conversion. These firms will provide
services and render opinions relative to the 2010 LIBOR Conversion, will be compensated under
the terms of the engagement agreements by the County from a payment to the County by RBC
under the terms of the 2010 LIBOR Conversion, and after it is entered into (as listed in
Appendix C). This payment to the County equal to the professional fees will have the affect of
decreasing the percentage of 1-Month LIBOR that would be payable if the up-front payment was
not made and, therefore, will increase the net payments that would otherwise be payable by the
County to RBC over time under the Fixed Pay Swaps,

I County Debt Outstanding

The County had total debt outstanding backed by its full faith, credit and taxing power of
$225,685,000 as of this date. This amount consists of $174,395,000 of non-electoral deht (as
defined in the Debt Act) evidenced by general obligation bonds of the County itself, and lease
- rental debt (as defined in the Debt Act) evidence by a guaranty of outstanding bonds of

$9,905,000 of taxable bonds of the YCIDA, and a guaranty of $41,385,000 of tax-exempt bonds
of the York County Solid Waste Authority (“YCSWA”). A schedule of all currently outstanding
debt obligations, including fixed annual debt service and, for floating rate debt, estimated annual
debt service, is shown in Appendix A. No new debt is proposed or associated with entering into
the 2010 LIBOR Conversion.

I1. County/Authority Swaps Background

In addition to the 2010 LIBOR Conversion, the County has other QIRMAs allocable to
its own general obligation bonds and notes as of this date. The County has also effectively
guaranteed two swaps that are currently outstanding covering bonds issued by YCIDA.

On June 29, 2000, GASP issued its Variable Rate Demand County Guaranteed Revenue
Bonds, Series A of 2000 (the “2000A GASP Bonds™), in the aggregate principal amounts of
$22,035,000. On October 19, 2001, GASP had issued its Variable Rate Demand County
Guaranteed Revenue Bonds, Series of 2001 (the “2001 GASP Bonds™), in the aggregate
principal amount of $32,435,000. All sums that were due on the 2000A GASP Bonds and on the
2001 GASP Bonds were payable by the County under Loan Agreements and Guaranty
Agreements. The interest rates on the 2000A GASP Bonds and on the 2001 GASP Bonds were
initially in a variable mode with weekly resets by a remarketing agent subject to optional tender,
and a maximum rate of 15.0%,

On June 27, 2003, GASP entcred into a forward starting interest rate swap with RBC
with respect to the $32,435,000 then outstanding principal amount of the 2001 GASP Bonds,
under the terms of which GASP (and the County under the existing Loan Agreement and

4
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Guaranty Agreement) will make fixed rate payments of 4.06% and receive floating rate
payments based on 100% of the Bond Market Association (now SIFMA) Index commencing on
January 2, 2004 (the “2001 GASP Fixed Pay Swap’’).

On October 30, 2003, GASP issued its Variable Rate Demand County Guaranteed
Revenue Bonds, Series of 2003 (the “2003 GASP Bonds”) in the aggregate principal amounts of
$32,620,000. All sums that were due on the 2003 GASP Bonds were payable by the County
under a Loan Agreement and Guaranty Agreement. The interest rates on the 2003 GASP Bonds
were initially in a variable mode with weekly resets by a remarketing agent, subject to optional
tender, and a maximum rate of 15.0%.

On November 16, 2004, YCIDA entered into a floating rate (100% of LIBOR)
receipt/fixed rate (4.71%) pay (the “2003B YCIDA Bonds Fixed Pay Swaps™) relating to a
portion of the YCIDA’s outstanding $8,375,000 Variable Rate Demand County Guaranteed
Economic Development Revenues Bonds (York County Economic Development Corporation
Project), Series 2003B (Taxable) (the “2003B YCIDA Bonds™). The 2003B YCIDA Bonds
Fixed Pay Swaps is on an initial notional amount of $5,000,000 declining to $3,000,000 on
December 1, 2009. RBC is the provider of the 2003B YCIDA Bonds Fixed Pay Swaps. The
final termination date of the 2003B YCIDA Bonds Swap is December 1, 2014, which is not later
than the final maturity date of the 2003B YCIDA Bonds. The remaining portion of the 20038
YCIDA Bonds in the amount of $2,375,000 (increasing to $5,375,000) will remain as unhedged
floating rate bonds.. Also, the $2,000,000 Variable Rate Demand County Guaranteed Fconomic
Development Revenues Bonds (York County Economic Development Corporation Project),
Series 2003A (Taxable) (the “2003A YCIDA Bonds”), also guaranteed by the County, remain
unhedged in a floating rate mode. The maximum interest rate on the 2003A YCIDA Bonds and
on the 2003B YCIDA Bonds is 25.0%.

On March 16, 2005, GASP, at the County’s request, entered into two forward starting,
floating rate receipt/fixed rate pay swaps with RBC (together, the “2000A/2003 GASP Fixed Pay
Swap”), relating to (1) the 2000A GASP Bonds (the “2000A GASP Fixed Pay Swap”), and (2)
the 2003 GASP Bonds (the “2003 GASP Fixed Pay Swap”), payable and guaranteed by the
County. The 2000A/2003 GASP Fixed Pay Swaps were structured with a declining notional
(principal) amount that mirrored the principal amortization schedules on the 2000A GASP Bonds
and 2003 GASP Bonds, respectfully. The 2000A/2003 GASP Fixed Pay Swaps were structured
so that after their effective date, June 1, 2006, GASP would begin receiving semiannual
payments equal to the notional amount of each of the 2000A/2003 GASP Fixed Pay Swaps
multiplied by a floating rate based on 100% of the Bond Market Association (now SIFMA)
index over that period. On the same payment dates, GASP was required to make payments,
based on the same notional amounts, multiplied by a fixed rate of 4.335% on the 2000A GASP
Fixed Pay Swap and 4.43% on the 2003 GASP Fixed Pay Swap. The GASP (via the County)
also made regularly scheduled payments on the associated Bonds.

On February 22, 2006, the County entered into a basis swap with RBC (the “2006 Basis

5
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Swap”) relating to the County’s $74,890,000 outstanding fixed rate General Obligation Bonds,
Series of 2006 (the “2006 Bonds”), issued on January 24, 2006. Under the 2006 Basis Swap, the
County pays RBC on the outstanding notional amounts at a rate equal to 100% of the SIFMA
index which will be netted against receipts from the Counterparty on the same notional amount
equal to 67% of the USD-LIBOR-BBA index having a one-month maturity (“1-Month LIBOR")
plus a fixed spread of 42.39 “basis points” (1/100™ of 1.0%) or .4239%. Payments to or by the
County under the 2006 Basis Swap run through the sinking fund for the 2006 Bonds and are
netted with the debt service otherwise payable to the paying agent. The structure of the 2006
Basis Swap is similar to that which is proposed for the 2009 Basis Swap except under prevailing
market conditions; the spread will be greater on the 2009 Basis Swap.

On September 20, 2006, the County entered into a $74,890,000 constant maturity swap
with RBC (the “2006 Constant Maturity Swap”) relating to the County’s fixed rate 2006 Bonds.
Under the 2006 Constant Maturity Swap, the County pays RBC interest on the outstanding
notional amounts of the 2006 Bonds at a rate equal to 100% of 1-Month LIBOR netted against
receipts from RBC on the same notional amounts equal to 100% of the USD-ISDA-Swap Rate
having a ten-year maturity (“10 Year LIBOR”) plus a fixed spread of 42.39 “basis points”
(1/100" of 1.0%) or .4239%. Payments to or by the County under the 2006 CMS Swap (like the
2006 Basis Swap) run through the sinking fund for the 2006 Bonds and are netted with the debt
service otherwise payable to the paying agent. . -

. On June 2, 2008, GASP issued its Variable Rate Demand County Guaranteed Revenue
Bonds,. Series of 2008 (the “2008 GASP Bonds”) in the aggregate principal amounts of
$33,375,000, to refund and retire all of the 2003 GASP Bonds. All sums that were due on the
2008 GASP Bonds were payable by the County under a Loan Agreement and Guaranty
Agreement. The interest rates on the 2008 GASP Bonds were initially in a variable mode with
weekly resets by a remarketing agent, subject to optional tender, and a maximum rate of 25.0%.
A notice filing under the Debt Act was undertaken to allocate the 2003 GASP Fixed Pay Swap to
the 2008 GASP Bonds (the “2008 GASP Fixed Pay Swap”).

On December 1, 2008, the County issued (i) its General Obligation Bond, Series A of
2008 (“2008A Bond”) which retired the 2000A GASP Bonds, (ii) its General Obligation Bond,
Series B of 2008 (“2008A Bond”) which retired the 2001 GASP Bonds and (iii) its General
Obligation Bond, Series C of 2008 (“2008C Bond”) which retired the 2008 GASP Bonds. The
2008 Bonds are described above. At the same time, the County and GASP, with the consent of
RBC, entered into a Novation Agreement that assigned all duties and obligations under the
2000A GASP Fixed Pay Swap, the 2001 GASP Fixed Pay Swap and the 2003 GASP Fixed Pay
Swap from GASP to the County directly, under the County’s existing ISDA Master document
and Schedule. The Loan Agreements and Guaranty Agreements associated with the GASP
obligations were terminated, and there are no longer any outstanding obligations of GASP
payable by the County. A notice filing under the Debt Act was undertaken to allocate the 2000A
GASP Fixed Pay Swap to the 2008 A Bond, the 2001 GASP Fixed Pay Swap to the 20088 Bond,
the 2008 GASP Fixed Pay Swap to the 2008C Bond (collectively now the Fixed Pay Swaps of

6
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the County).

On March 20, 2009 the County entered into a basis swap with RBC (the “2009 Basis
Swap”) relating to a portion of the County’s $83,110,000 outstanding fixed rate General
Obligation Bonds, Series A, B and C of 2008 (the “2008 Bonds™), dated December 1, 2008,
Under the 2009 Basis Swap, the County pays RBC on the outstanding notional amount of
$50,995,000 a rate equal to 100% of the SIFMA index which will be netted against receipts from
the Counterparty on the same notional amount equal to 70% of the USD-LIBOR-BBA index
having a three-month maturity (“3-Month LIBOR™) plus a fixed spread of 88 “basis points”
(1100 of 1.0%) or .88%. Payments to or by the County under the 2009 Basis Swap run
through the sinking fund for the 2008 Bonds and are netted with the debt service otherwise
payable to the paying agent,

On July 30, 2009 the County optionally terminated the 2009 Basis Swap including all
associated terms and obligations of the agreement. As a result of the termination, the County
received a termination payment from RBC in the amount of $1,780,000,

On December 10, 2009 the County optionally terminated the 2006 Constant Maturity
Swap including all associated terms and obligations of the agreement. As a result of the
termination, the County received a termination payment from RBC in the amount of $1,870,000.

Effective June 1, 2010, the County currently refunded the 2008 Bonds, and paid costs of
issuance, from the proceeds of the 2010 Notes in aggregate principal of $80,840,000. The 2010
Notes are scheduled to mature on June 1, 2013, when they will be retired from the proceeds of
the 2013 Bonds underwritten or remarketed under the terms of a Bond Purchase Agreement with
PNC that was approved in the 2010 Notes Ordinance. As a result, the outstanding Fixed Pay
Swaps are currently assigned to the principal due on 2011, 2012 and 2013 on the 2010 Notes and
the annual debt “incurred” thereafier under the Debt Act assuming the 2010 Notes are retired by
the 2013 Bonds.

The proposed Fixed Pay Swaps as amended by the 2010 LIBOR Conversion, the 2006
Basis Swap, and the 2003B YCIDA Bonds Fixed Pay Swaps are sometimes collectively referred
to as the “County Swaps”.

L. Fees Paid or Payable in Connection with the 2010 LIBOR Conversion

The Debt Act states that a QIRMA must contain, among other provisions “a schedule
listing all consulting, advisory, brokerage or similar fees, paid or payable, by the local
government unit in connection with the qualified interest management agreement, and a schedule
of any finder’s fees, consulting fees, or brokerage fees, paid or payable by the other party in
connection with the qualified interest management agreement.” A schedule listing all consulting,
advisory, brokerage or similar fees to be paid by the County, RBC and any other party in
connection with the 2010 LIBOR Conversion, is shown in Appendix C.
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IV, Scheduled Periodic Payments under the 2010 LIBOR Conversion

A schedule of fixed, and in the case of floating rate obligations, estimated and maximum
periodic scheduled annual payments, payable by the County, and to be received from RBC
following the 2010 LIBOR Conversion in each year during the term of the Fixed Pay Swaps, is
shown in Appendix D. The maximum periodic annual payment schedules are based on the
County receiving 0% under the Fixed Pay Swaps plus the maximum variable payments on the
2010 Notes equal to 15%, which would result in maximum net payments by the County.

V. Risk Analysis on the Proposed 2010 LIBOR Conversion

The following is an analysis of potential (1) risks to the County by entering into the 2010
LIBOR Conversion, (2) the risks inherent in the County’s currently outstanding debt, and (3)
risks already assumed by the County under the documents supporting the other County Swaps
(including the 2003A YCIDA Bonds, the 2003B YCIDA Bonds and their related swaps):

Classifications of Risks Inherent in Swap Contracts

Interest Rate Risk is the risk that short term interest rates payable on floating rate bonds
payable by the County increase in the future due to a change generally in the tax-exempt
bond market, or due specifically to credit concerns relating to the County. The County
currently has exposure to floating interest rates on the 2010 Notes (based on the one-
month LIBOR index) in addition to the fixed rate payments due on the Fixed Pay Swaps.
The interest payments on the $8,375,000 outstanding 2003B YCIDA Bonds are floating,
in addition to the fixed rate payments on the 2003B YCIDA Bonds Fixed Pay Swaps, and
the $2,000,000 2003A YCIDA Bonds remain floating, which are payable from sources
other than County general revenues, but would be paid in whole or in part by County in
the event of a default by YCIDA.

Although the 2006 Fixed Rate Bonds do not have interest rate risk, the associated 2006
Basis Swap includes interest rate risk to the County. Historically, the receipt of 68.5% of
1-Month LIBOR and the payment of SIFMA has effectively cancelled each other
resulting in the overall benefit to a basis swap being the applicable fixed spread. As is
further discussed in the explanation of Basis Risk, if the 68.5% of 1-Month LIBOR is not
sufficient to offset the SIFMA payment due to any of the factors described below
(primarily Tax Risk), at higher levels of short term interest rates (i.e. applicable LIBOR
and SIFMA) the risk and the and any resulting mismatch will be greater, and could result
in net payments by the County under the 2006 Basis Swap. At lower levels of short term
interest rates, the interest rate risk as a result of a mismatch will be substantially smaller,

Interest rate increases resulting from rating downgrades due specifically to County credit
perceptions by the rating agencies and the marketplace (and resulting mismatches
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between the County’s bond payments and receipts based on a nationwide index) can be
avoided by the County observing sound fiscal policies. If the mode of the 2010 Notes is
changed to a weekly reset by a remarketing agent, the use of municipal bond insurance
(and the insured AAA rating), and attracting a high quality liquidity provider, for the
remarketed 2010 Notes should also allow them to be remarketed at variable rates
approximating the SIFMA index. As the 2006 Basis Swap payments/receipts do not rely
on the specific credit perception of the County, only the general relationship of the tax-
exempt and taxable indices utilized will impact the cashflow benefits.

The proposed 2010 LIBOR Conversion does not add any additional interest rate risk to
the County.

Counterparty Risk is the risk that the swap counterparty will not perform pursuant to
the swap contract’s terms. The counterparty on all of the County Swaps is currently
RBC. Under the proposed Fixed Pay Swaps, for example, if RBC defaulis and the
County elects to terminate the Fixed Pay Swaps(s), the County would return to (an
unhedged) floating rate position, reassuming the full interest rate risk of 2010 Notes and
2013 Bonds. Under the liquidated damages clause in the outstanding SIFMA Fixed Pay
Swaps documents, an early termination of the agreement would require a termination
payment (regardless of the cause of the termination or party at fault) based on prevailing
market interest rates at the time of the termination. This would not change under the
proposed 2010 LIBOR Conversion.

With regard to the 2006 Basis Swap, under the liquidated damages clause in the Swap
Documents, an early termination of the agreement would require a payment (regardless
of the cause of the termination or party at fault) (a) by the County to RBC if the long term
. % of LIBOR to SIFMA ratio has increased or remained approximately the same, or (b) a
payment by RBC to the County, if the long term % of LIBOR to SIFMA ratio has
decreased since the date the 2006 Basis Swap was entered into. The overall market level
of interest rates, while factoring into the termination payment, is not as significant as the
ratio of SIFMA to LIBOR in determining the exposure of one party to the other under the
2006 Basis Swap.

RBC is the counterparty on all of the County Swaps. RBC’s credit rating 1s currently
Aaa by Moody’s Investor’s Service, AA- by Standard & Poor’s Corporation and AA by
Fitch Investors Service. These are relatively high ratings (in the second highest rating
category), and compare favorably to other providers of such swaps of municipal
obligations in the market. RBC’s credit ratings exceed the Debt Act’s minimum credit
rating requirement of “at least the third highest rating category from a nationally
recognized rating agency”. Nevertheless, the County should continuously monitor
exposure levels, ratings thresholds and collateralization requirements, if necessary, on all
County Swaps by regularly consulting with a qualified swap advisory firm.
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Termination Risk is the risk that a swap could be terminated unintentionally and
prematurely as a result of any of several events, which may include a covenant default by
the counterparty (which would relate to counterparty risk), a credit rating downgrade
against the County or RBC (due to financial distress or otherwise), bond payment
defaults (cross defaults), and other specified termination events as defined in the swap
documents. As stated above for counterparty risk, a premature termination, regardless of
fault or the party causing the termination, could result in a termination payment being
owed by the County dependent on the prevailing interest rate market in to the case of the
Fixed Pay Swaps and the SIFMA/LIBOR ratio in to the case of the 2006 Basis Swap The
party not causing the termination event typically has the option of terminating or not
terminating the contract, but who makes the payment and the amount of the payment are
determined entirely by market conditions.

The most common cause of unintended termination is a credit rating downgrade against
one of the parties to the transaction. The existing and proposed County Swap Documents
provide for a termination event if the County’s credit rating falls below BBB/Baa2 (at
RBC’s option), or in the event RBC’s credit rating falls below BBB/Baa2 (at the
County’s option). :

RBC’s credit ratings of AA-/Aaa/AA, as previously discussed, are relatively high at two
grades above the termination threshold. Swap documents can provide for
collateralization from both the Counterparty or the Issuer that require a downgraded
party to post marketable securities (such as treasury obligations) as collateral, held by a
third party custodian at various rating levels triggered as a result of successive
downgrades, that can be liquidated in the event of a termination. Collateral posted by the
County is the subject of legal restrictions on the ability of a public body to segregating
funds for that purpose. IMAGE believes that given the current credit ratings of RBC and
the County, the County need not require RBC to post collateral to support its obligations
under Fixed Pay Swaps following the 2010 LIBOR Conversion.

Market Aceess Risk is the risk that the County is unable to access the debt market when
it has capital needs in the future in association with a swap transaction. This risk is
subject to overall general market conditions as well as the County’s credit at the time.
Given the County’s current rating and financial condition, market access risk appears to
be minimal. This could change, however, if the County fails to continue observing
prudent fiscal policies. The County is not assuming any additional Market Access Risk
as a result of the 2010 LIBOR Conversion.

Basis Risk in relation to the fixed pay County Swaps is the risk of a mismatch arising
between the monthly floating rate payments receivable by the County from the
Counterparty and the monthly interest payments due on the County’s floating rate bonds.
If the floating swap payments by the Counterparty, based on 84% of 1-Month LIBOR are
less than what the County owes on its underlying bonds, it will be required to pay the
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difference in addition to fixed payments due on the County Swaps. Since the 2010
LIBOR Conversion results in changing the underlying index from SIFMA to 1-Month
LIBOR, the basis risk is essentially eliminated for at least the three year term of 2010
Notes or as long as the 2010 Notes and 2013 Bonds are based on 1-Month LIBOR.
Depending on the future terms of the 2013 Bonds, basis risk could be reintroduced at that
time if the rate on the Bonds is based on the SIFMA index or tax-exempt interest rates
generally. If this occurs, the basis differential could increase if the County’s financial
situation deteriorates resulting in remarketed rates on the floating rate bonds which are
higher than the SIFMA index, causing a negative mismatch of payments and receipts.

In relation to the 2006 Basis Swap, the County assumed the risk that the relationship
between taxable rate index (LIBOR) and tax-exempt rate index (SIFMA) changes
considerably for a sustained period of time. Averaged over the past 24 years, while
variances occur periodically, 100% of SIFMA has equaled approximately 67% of
LIBOR. 1t is impossible to predict the future relationship between these indexes. The
County is exposed to Basis Risk under the 2006 Basis Swap to the extent that SIFMA
trades at greater than expected percentages of LIBOR for extended periods of time and/or
in a high interest rate environment. The most significant factor affecting any sustained
long term basis differential would be a change in marginal tax rates. A more complete
discussion of Tax Risk is contained elsewhere.

In the event Basis Risk begins to negatively impact the County to a significant degree, the
County may elect to terminate any of its swaps at any time in the future possibly resulting
in a termination payment by the County to RBC.

Tax Risk is the risk issuers of most tax-exempt floating rate debt face, because the
floating rate demanded by bondholders on variable rate demand bonds will increase if
marginal income tax rates decline (and the benefit of tax exemption 1s reduced).
Currently the County does not face tax risk on the 2010 Notes, the interest on which are
calculated based on the taxable one-month LIBOR index. The County would face tax
risk if the 2010 Notes were restructured/remarked based on the tax-exempt SIFMA index
as variable rate demand bonds. The possibility of (primarily federal) tax law changes is
known as tax risk, which also creates basis risk if the underlying index for a swap that is
based on taxable rates (such as LIBOR) and the bond payments are at tax-exempt floating
rates. Using a percentage of the taxable LIBOR index (67% for example) to hedge tax-
exempt obligations is 2 common strategy for municipal issuers, but it places tax risk with
the issuer since the interest rate payments could increase following an adverse tax law
change, but the taxable rate index would not increase the payments receivable by the
issuer (creating the mismatch described above).

In the 2006 Basis Swap, the County receives a payment equal to 67% of LIBOR plus a
Fixed Spread and makes a payment equal to 100% of SIFMA. As the relationship of
SIFMA to LIBOR (historically it has approximated 68%) is based primarily on the
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